





























SOUTH DAKOTA BOARD OF WATER AND NATURAL RESOURCES
CLEAN WATER STATE REVOLVING FUND

MANAGEMENT’S DISCUSSION AND ANALYSIS

CHANGES IN NET POSITION

2023 2022 % Change
Loan Interest Income $ 6,493,416 $ 5,708,583 13.75%
Other Income 1,805,403 2,381,386 -24.19%
Total Operating Revenue 8,298,819 8,089,969 2.58%
Administrative Expenses 2,875,278 2,972,358 -3.27%
Bond Issuance Costs 552,821 -
Grant Expenses 1,895,608 1,629,856 16.31%
Interest Expense 12,015,669 10,372,410 15.84%
Total Operating Expenses 17,339,376 14,974,624 15.79%
Operating Income (Loss) (9,040,557) (6,884,655) -31.31%
Federal Capitalization 1,657,548 5,374,848 -69.16%
Other Income 357,335 396,062 9.78%
Investment Income 10,405,646 3,613,936 187.93%
Arbitrage (201,695) (34,436) -485.71%
Payments to State (44,910) (34,248) 31.13%
Non-Operating Rev (Exp) 12,173,924 9,316,162 30.68%
Change in Net Position 3,133,367 2,431,507 28.87%
Beginning Net Position 267,615,217 265,183,711 0.92%
Total Net Position $ 270,748,584 $ 267,615,218 1.17%

CURRENT CONDITIONS

The state is challenged demographically with a large number of small rural communities and only
two cities with populations over 50,000 people. The Clean Water State Revolving Fund Program
assists the state in meeting these challenges and infrastructure needs. In state fiscal year 2023,
the Clean Water State Revolving Fund obligated $103.8 million to 29 projects.



SOUTH DAKOTA BOARD OF WATER
AND NATURAL RESOURCES
CLEAN WATER STATE REVOLVING FUND
STATEMENT OF NET POSITION

June 30, 2023

Assets

Current Assets:
Cash and Cash Equivalents
Investments
Due from Federal Government
Due from Other Governments
Accrued Interest Receivable
Loans Receivable

Total Current Assets

Noncurrent Assets:
Investments
Net Pension Assets
Loans Receivable
Total Noncurrent Assets

Total Assets

Deferred Outflows of Resources
Related to Pensions
Deferred Charge on Refunding

Total Deferred Outflows of Resources

Liabilities
Current Liabilities:

Accounts Payable

Accrued Liabilities

Compensated Absences Payable

Accrued Interest Payable

Bonds Payable - net of unamortized premium and discount
Total Current Liabilities

Noncurrent Liabilities:

Compensated Absences Payable

Arbitrage Payable

Bonds Payable - net of unamortized premium and discount
Total Noncurrent Liabilities

Total Liabilities
Deferred Inflows of Resources
Related to Pensions
Total Deferred Inflows of Resources
Net Position
Restricted For Pension Obligations

Unrestricted

Total Net Position

92,633,719.97
84,595,889.68
495,740.81
551,735.88
3,957,811.07
23,206,796.68

205,441,694.09

113,299,326.11
935.00
334,793,423.59

448,093,684.70

653,535,378.79

94,113.00
3,839,791.05

3,933,904.05

675,561.44
28,244.18
13,420.36

6,662,742.03
19,977,728.27

27,357,696.28

10,818.51
201,695.03
359,096,015.23

359,308,528.77

386,666,225.05

54,474.00

54,474.00

40,574.00
270,708,009.79

270,748,583.79

The notes to the financial statements are an integral part of this statement.
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SOUTH DAKOTA BOARD OF WATER
AND NATURAL RESOURCES
CLEAN WATER STATE REVOLVING FUND
STATEMENT OF REVENUES, EXPENSES AND CHANGES IN FUND NET POSITION
For the Fiscal Year Ended June 30, 2023

Operating Revenues:

Loan Interest Income $ 6,493,416.29
Other Income 1,805,402.63
Total Operating Revenues 8,298,818.92

Operating Expenses:
Administrative Expenses

Personal Services 298,187.47
Employee Benefits 44,195.03
Travel 7,870.97
Contractual 562,577.52
Supplies 2,092.96
Grants 1,956,089.29
Other 4,264.46
Total Administrative Expenses 2,875,277.70
Loan Principal Forgiveness Expense 1,895,608.00
Bond Issuance Costs 552,821.00
Interest Expense 12,015,669.12
Total Operating Expenses 17,339,375.82
Operating Income (Loss) (9,040,556.90)
Nonoperating Revenues (Expenses):
Federal Capitalization Grants 1,657,548.05
Other Income 357,334.70
Investment Income 10,405,645.63
Arbitrage Expense (201,695.03)
Payments to State (44,910.11)
Total Nonoperating Revenues (Expenses) 12,173,923.24
Change in Net Position 3,133,366.34
Net Position at Beginning of Year 267,615,217.45
Net Position at End of Year $ 270,748,583.79

The notes to the financial statements are an integral part of this statement.
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SOUTH DAKOTA BOARD OF WATER
AND NATURAL RESOURCES
CLEAN WATER STATE REVOLVING FUND
STATEMENT OF CASH FLOWS
For the Fiscal Year Ended June 30, 2023

Cash Flows from Operating Activities:
Receipts for Loan Repayments
Receipts for Interest Income on Loans
Receipts for Surcharge Interest on Loans
Payments to Loan Recipients
Payments for Employee Services
Payments for Contractual Services
Payment for Grants
Payments for Principal Forgiveness
Other Payments

Net Cash Provided (Used) by Operating Activities

Cash Flows from Noncapital Financing Activities:
Payments to State
Principal Payments on Bonds
Interest Payments on Bonds
Bond Issuance Costs
Bond Proceeds
Contributions and Grants from the Federal Government
Other Income
Net Cash Provided (Used) by Noncapital Financing Activities

Cash Flows from Investing Activities:
Arbitrage Payment
Interest on Investments
Proceeds from Sale of Investment Securities
Purchase of Investment Securities

Net Cash Provided (Used) by Investing Activities

Net Increase (Decrease) in Cash and Cash Equivalents

Cash and Cash Equivalents at Beginning of Year
Cash and Cash Equivalents at End of Year

Reconciliation of Operating Income to Net
Cash Provided (Used) by Operating Activities
Operating Income (Loss)
Adjustments to Reconcile Net Income to Net Cash
Provided (Used) by Operating Activities:
Interest Expense
Bond Issuance Expense
Assets: (Increase)/Decrease
Loans Receivable
Accrued Interest Receivable on Loans
Due from Other Governments
Net Pension Assets

Decrease/(Increase) in Deferred Outflows of Resources:

Deferred Outflows of Resources - Related to Pensions

Liabilities: Increase/(Decrease)
Accounts Payable
Accrued Employee Benefits
Accrued Liabilities

Increase/(Decrease) in Deferred Inflows of Resources:
Deferred Inflows of Resources - Related to Pensions
Total Adjustments
Net Cash Provided by Operations

The notes to the financial statements are an integral part of this statement.
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$ 37,244,376.40
6,382,316.67
2,116,230.12
(42,856,261.00)
(378,793.97)
(550,665.20)
(1,501,478.15)
(1,895,608.00)
(5,845.55)

(44,910.11)
(15,335,000.00)
(13,611,688.73)

(199,686.00)
80,255,475.90
1,670,560.00

588,853.09

(34,436.06)
7,884,841.77
65,897,844.83

(115,364,392.91)

(1,445,728.68)

53,323,604.15

(41,616,142.37)

10,261,733.10

82,371,986.87

$

92,633,719.97

12,015,669.12
552,821.00

(5,611,884.59)

(111,099.62)
310,827.49
82,853.00

19,733.00

466,278.04
(9,551.27)
8,252.05

(129,070.00)

$

(9,040,556.90)

7,594,828.22

$

(1,445,728.68)




SOUTH DAKOTA BOARD OF WATER
AND NATURAL RESOURCES
CLEAN WATER STATE REVOLVING FUND
NOTES TO THE FINANCIAL STATEMENTS
June 30, 2023

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
A. Authorizing Legislation

The 1988 South Dakota Legislature authorized the State Water Pollution Control
Revolving Loan Fund Program, also known as the Clean Water State Revolving Fund
(CWSRF) Loan Program. Additionally, the legislature appropriated $1,200,000 and
directed the South Dakota Conservancy District (SDCD) to administer the program.
The SDCD was created by the Legislature under Chapter 46A-2 of the South Dakota
Codified Law as a body politic and corporate for the purpose of constructing water
resource facilities for the conservation, storage, distribution and utilization of water for
municipal purposes within the State of South Dakota. The SDCD bonds do not
constitute a debt of the State of South Dakota, or a pledge of the faith and credit of the
State. Because the State of South Dakota is able to impose its will over the SDCD
and the governing body is substantively the same as the governing body of the primary
government, it is considered a blended component unit and, as such, the
accompanying financial statements are included in the Annual Comprehensive
Financial Report of the State of South Dakota. The Department of Agriculture and
Natural Resources performs all of the functions of the South Dakota Conservancy
District, except for quasi-legislative, quasi-judicial, advisory, and special budgetary
functions, which are performed by the Board of Water and Natural Resources acting in
its capacity as the Conservancy District. The CWSREF is a low interest loan program to
finance the construction of wastewater facilities, storm sewers and non-point source
pollution control projects. The program was created by the 1987 Clean Water Act
amendments. Funds are provided to the states in the form of capitalization grants
awarded annually through the United States Environmental Protection Agency. The
federal capitalization grants are matched by state funds at a ratio of 5:1.

B. Fund Accounting
The CWSRF is accounted for as an enterprise fund. An enterprise fund is a
proprietary fund type used to report an activity for which a fee is charged to external
users for goods or services.

C. Basis of Accounting
The CWSRF follows the accrual basis of accounting. This method of accounting
recognizes the financial effect of transactions, events, and interfund activities when
they occur, regardless of the timing of related cash flows.

D. Cash and Cash Equivalents
For purposes of the accompanying Statement of Net Position and Statement of Cash

Flows all highly liquid investments with original maturities of 90 days or less are
considered to be cash equivalents.
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Investments

Investments are reported at fair value except for Guaranteed Investment Contracts,
which are nonparticipating and, therefore, are recorded at carrying value. Unrealized
gains and losses due to fluctuations in market value are included in investment
income.

Premiums and Deferred Amounts on Refunding

Premiums and the deferred amount of refunding on bonds are amortized using the
straight-line method over the life of the bonds to which they relate.

. Revenue and Expense Recognition

Enterprise funds distinguish operating revenues and expenses from nonoperating
items. Operating revenues and expenses generally result from providing services and
producing and delivering items in connection with an enterprise fund’s principal
ongoing operations. The CWSRF records all revenues derived from interest on loans
as operating revenues since these revenues are generated from the CWSRF’s daily
operations needed to carry out its purpose. Operating expenses include grants and
subsidies, and contractual service expenses related to the administration of the
CWSRF program.

. Federal Capitalization Grant
Federal capitalization grant contributions are reported as nonoperating income in the

Statement of Revenues, Expenses and Changes in Fund Net Position is a federally
funded loan program. Information about the program is as follows:

CFDA Number: 66.458

Federal Agency: Environmental Protection Agency
Program: Clean Water State Revolving Fund
State Agency: Agriculture & Natural Resources

Current Year Contributions
Loan Disbursement: $1,180,271
Administrative Expense:  $477,277

Net Position

Net Position is classified in the following two components:
e Restricted - Consists of net position with constraints placed on their use by (1)
Master Trust Indenture and (2) law through enabling legislation.
e Unrestricted - Consists of net position that does not meet the definition of net
investment in capital assets or restricted.

Pension

For purposes of measuring the net pension liability (asset), deferred outflows of
resources and deferred inflows of resources related to pensions, and pension
expense, information about the fiduciary net position of the South Dakota Retirement
System (SDRS) and additions to/deletions from SDRS’s fiduciary net position have
been determined on the same basis as they are reported by SDRS. Clean Water SRF
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contributions and net pension liability (asset) are recognized on an accrual basis of
accounting.

K. Deferred Outflows of Resources and Deferred Inflows of Resources

In addition to assets, the Statement of Net Position reports a separate section for
deferred outflows of resources. Deferred outflows of resources represent consumption
of net position that applies to future period of periods. These items will not be
recognized as an outflow of resources until the applicable future period.

In addition to liability, the Statement of Net Position reports a separate section for
deferred inflows of resources. Deferred inflows or resources represent acquisitions of
net position that applies to a future period or periods. These items will not be
recognized as an inflow or resources until the applicable future period.

CASH AND INVESTMENTS
Cash

Cash and Cash Equivalents at the end of FY23 consisted of Federated Government
Obligations Funds. The South Dakota Conservancy District has adopted an Investment
Policy to supplement the provisions of the Master Trust Indenture, various Series
Resolutions and supplemental indentures and certain tax regulatory agreements related to
the investment of funds.

Federated Government Obligations Fund was rated AAAm by Standard and Poor’s Rating
Group and as of 6/30/23 had a total annualized return of 3.68%.

Investments

Investments must be categorized within the fair value hierarchy established by generally
accepted accounting principles. The hierarchy is based on the valuation inputs used to
measure the fair value of the assets. Level 1 inputs are quoted prices in active markets for
identical assets; Level 2 inputs are significant other observable inputs; Level 3 inputs are
significant unobservable inputs.

US Bank which serves as trustee to the CWSRF uses a pricing service, FT Interactive, to
value investments. FT Interactive uses market approach pricing which utilizes models and
pricing systems as well as mathematical tools and pricing analyst judgment. All CWSRF
investments are priced by this service, which is not quoted prices in an active market, but
rather significant other observable inputs; therefore, the investments are categorized as
Level 2.

Interest Rate Risk: Interest rate risk is the risk that changes in interest rates will adversely

affect the fair value of an investment. The maturities of the investments as of June 30,
2023 are listed below.
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Level 2

Investment Maturities Fair Value
US Treasury Bond 07/15/2023 S 2,995,020
US Treasury Bond 07/31/2023 4,984,650
US Treasury Bond 08/31/2023 10,909,800
US Treasury Bond 09/15/2023 3,464,300
US Treasury Bond 09/30/2023 1,485,765
US Treasury Bond 11/15/2023 14,233,200
US Treasury Bond 12/15/2023 1,954,540
US Treasury Bond 12/31/2023 3,910,920
US Treasury Bond 01/15/2024 4,863,300
US Treasury Bond 01/31/2024 3,435,740
US Treasury Bond 04/15/2024 961,370
US Treasury Bond 06/30/2024 2,928,270
US Treasury Bond 07/15/2024 474,865
US Treasury Bond 08/15/2024 6,149,585
US Treasury Bond 05/31/2025 3,751,992
S 66,503,317
Investment Maturities Fair Value
Federal Agency Bond 08/28/2023 S 4,958,800
Federal Agency Bond 08/30/2023 1,740,375
Federal Agency Bond 09/08/2023 2,254,343
Federal Agency Bond 10/16/2023 1,020,076
Federal Agency Bond 11/27/2023 8,326,090
Federal Agency Bond 12/08/2023 4,980,200
Federal Agency Bond 12/20/2023 1,223,025
Federal Agency Bond 02/21/2024 1,984,820
Federal Agency Bond 02/28/2024 489,010
Federal Agency Bond 03/08/2024 1,492,275
Federal Agency Bond 10/03/2024 13,853,560
) 42,322,574

Credit Risk: Credit risk is the risk that an issuer or other counterparty to an investment will
not fulfill its obligations to the CWSRF.

Excluding investments explicitly guaranteed by the U.S. Government which are not
considered to have credit risk, the CWSRF held Federal Agency Bonds with a fair value of
$42,322,574 which were rated AAA by Moody’s Investor Services.

Custodial Credit Risk: Custodial credit risk is the risk that in the event of a bank failure,
the Clean Water State Revolving Fund’s investments may not be returned. As of June 30,
2023, $89,069,324 of guaranteed investment contracts were uninsured and unregistered,
with the securities held by its trust department, but not in the CWSRF’s name and, as a
result, were exposed to custodial credit risk. Also, investments were made in US Treasury
Bonds with a market value of $66,503,317 and in Federal Agency Bonds with a market
value of $42,322,574 were exposed to custodial credit risk.
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4) coverage for workers’ compensation benefits through the State’s Workers’
Compensation Fund, 5) coverage for property loss through the South Dakota Property and
Casualty Insurance Company, LLC. Financial information relative to the self-insurance
funds administered by the State is presented in the State of South Dakota Annual
Comprehensive Financial Report.
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